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Growth or developme-nt affects a rural community in 
three separate but interrelated .are^s : private, social, and public 
sectars. Private impacts, are economic shocks to businesses and 
citizens of 'the community, ^oc-ial impacts affect the community 
Structure as 'well as i^ndividuals within the community, "i.e. 
increased property tax costs may create hardships for youag' residents 
who wish to purchase housing, as well as for older residents on fixed 
incomes. Public sector is im^cted by growth because elected 
officials are ultimately responsible for coping with changes in the 
community. Officials must deal with increased demands for public 
services and rising property tax rates, planning, arid zoning 
decisions.' Because o.i the importance of public sector decisions, it 
IS essential that officials carefully analyze the potential impacts' 
of growth. This publication attempts to provide a simple framework 
that can be used by officials and citizens to assess the effect of a 
spec/fic development on public sector costs and revenues over time. 
(AH) ' ' 
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Growth or development affects a community m three 
separate, but interrelated areas private, social, and 
public sectors. ^Pr/Va/e impacjs are economic shocks to 
the businesses and citizens of the community. 

Social impacts affect the 'community structure as 
well as individuals withm the community. Hard feelings 
between groi/ps may hamper community integration if 
the incoming population- is from another area oKthe 
country, or will be earning wages significantly above or 
UcULiUi^o below the present average wage rate in the commun- 
fty Incoming population may also increase the demand 

. for housing, In conjunction with potential property tax 

increases to provide new services, increased housing 
costs may create hardships for young residents who 
wish to purchase housing, as wall as for ol.der residents 
on fixed incomes. ^ ' . • 

^ The public sector is impacted by growth because 
elected officials are ultimately responsible for coping 
with changes in the community. Community officials 
must deal with increased demands for public services 
and rising property tax rates,^ as well as planTiing and 
zoning decisions. ^ 

V Action by the public s^tor can often reduce many 
of the negative loipacts 6r costs to the private and 
social sectors. For example, expansion of capital facil- 
ities, properly pJannetJ and timed to accommodate the 
actual change in population, can help control tax 
increases. Action on zoning and building permits can 
influerrce the availability of adequate housing, as well . 
as water and sewer costs. 

Because of the importance 6\ public sector deci- 
sions, it is essential that officials carefully analyze the 
potential impacts of growth. Often these^ of^'cials wilf 
»e required to make decisions on multimillion-dollar 
budgets with common sense to guifle them— and very ' 
little infor^nation. This publication attempts to provide 
a simple framework that can be used by officials and 
citizens to assess the effect of a specific development 
on public sector costs and revenues over time. "Growth 
Impacts on Public Service Expenditures: Some Ques- 
tions for the Community" and other publications in the 
Coping Vvith Growth series produced by the Western 
Rural Devefopment Center might also be helpful in this 
type of fiscal analysis. 
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Fiscal Analysis 
Framework 



''"'^nswer thelypes of questions raised atwve'a com- 
rndplty faced witfT'the prospect of growth, must exam- 
ine at least three questions. 

• How many peof^Ie are expected to move joto the 
community, how long will they stay, and v/here wjII 
they live? 

• What costs will be generated providing public serv- 
ices and expanded capacities of pub!ic facilities to 
accommodate the growing population, and, when will 
the costs be incurred'^ 

• What revenues will be generated by tfie growth 
and when will trte revenues be availa6le? 



The Incoming Populati9n 

The of the mcommg population (and its reiation- 
sh'p to the size of the community) average income 
(amily size and other demographic information are im- 
portant determinants of the irrpact the community can 
expect. The incoming population can be divided into 
primary and secondary population The primary popu- 
lation consists of persons directly associated with the 
source of grov/th such as a worker at a rev/ industrial 
plant or a family in a new residentral subdivision If an 



industry is nelocating m the community, it can some-- 
times provide information on the siz^-of the work force, 
necessary to construe} and operate the-pJ3m. asovelV 
• as the nijrT]ber of- jobs available and typfe of skills 
needed tf the growttj ts<^ue td^ new residential subdi- 
vision, estifxjates'must ^e made^concernmg how much 
. of the development will satisfy existing housing needs 
v/ithin the community, and how much will be occupied 
by nev/ resident^. 

Once the ^ize of thefjnmary pt^pulation chan'ge ha? 
been estimated, fflformation is needed *on- 

(a) the income of the population (e.g. the average an- 
nual wage if jthe population v/jll be emoloyed at a new 

, industrial plant), and 

(b) the family size of the new population and number 
of school-age children. Tbis information may be avail- 
able from the nev/ employer or estimated based op 
state or regional gve/ages. ^\ 

The secondary populatfOn increase, \onsistinglp 
workers (and their families) required m- dther secrors 
of the local economy to provide services^ the incom- 
ing population must also be estimated. (Often* the 
Extension Service will have access to economic mod- 
els— suclf^as mput-ojutput or economic base models— 
that can be used to estimate ch^ang^s m all sectors of 
a loca^economy resulting from an initial change in ohe 
sector Employment multipliers, for example, refer to 
the tot^l additional employment stimulated by the new 
activity) With information on' unemployment in the 
locaHpommunity estimates of new employment, and 
the worker/'popuiation ratio, total population change- 
both primary and secondary— cap be estimated. 



Table 1 Estimating additional operating and maintenance costs and capital costs associated with incoming pop- 
ulation for services commonly provided by communities.' 
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* , The.provisfon of public servic/s (and associated 
costs) depends not only on the stze of thb incomings 
V : -prfpulatfon but also on its location If the mcoming " 
populatjon IS expetted to five wfth-in the boundaries of 
the community servfce§ such as sewer and vvater 
might De provided ff the incoming population is ex- 
. oectea to hve outside conimunity'^boundanes. sevvar 
^ and water, might be provided by the individual with' 
septic systems and wells at no cost to the community—^ 
but school bjsmg road maintenance, and police and 
f.Ve protection costs can be expected V) increase 

The Ibcation o? the mcommg popuf^ion will depena 
orf the avaiiabihty of houses and ho^smg lots withm 
and surrounding the community Lanrf. -use plans or 
zoning regulations as ^^e}| as planned and existing ' 
^ Subdivisions may*Drovide indications of tf^e most' 
likely locations • Information should also be available 
,on the ex'Stence of roads and utilities withm the suo- 
d'^?isions 
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Providing public Services to New Residents 

^.Tab'e 1 conta ns a list of se^-vices commonly provided 
tne^ comm^^n'ty and v3 worKsheet fo-- computing 
cDSts Tne actual prcvsion services A-'If-deoend to 
5:n^e extent t^e vidijai cornrp^^.ty cos^s to be 
-.onside^ed can be divided :?nto two categories— 
coerating ma-^tena^cq^ (?osfs and caoitaf costs 

, Operating maintenahce costs can c^ten estimated 
for the incoming poftOlation oy axammrng'the com- 
^uni^y Dudget The total operatmg/maihtenance cost 
for each service divided by the existing ^c^pulation 
lepresents the present per capita cost of. providing 
each service This per capita cost -can be multipled by 
the estimated size of the-mcommg primary and sec- 
ondary -copulation to provide a mmtmum estimate of 
the total additional ooeratmg/ maintenance costs asso- 
ciated v;ith the new population,. It should be recognized . 
that this '..average cost pricing"^ procedure may not 
accuratelyrreflect the true cost of providing services to 
the incoming populatio'n for at least three'^reasdns 

• Community services are lumpy, that is, a ^com- 
munity cannot aciquire one-tenth of a firetruck Once a 
firetruck is purchased, it may be' capable of servicing 
ari area larger than the present community If this is 
tne case the incoming population may actually reduce 
the per capita cost of providing U^e protection As the 
population continues to increase however 4he excess 
capac«ty" of the firetruck will bemused up and purchase 
of another firetmck will become necessary For this 
reason t)ie present average cost may approximate the 
mirtimJij^ average cost fo; the new populatfon^^over 
time ^ - 

• Averaging the cost of providing services does not 
take into account the quality of existing services For 
Example if the police force serving the community 
could serve more people without increasing the size of 
the police force, then it is likely that police protection ' 
IS better than average in the community Serving the 
new population requires additional time by pohceme^ 
and thereby reduces the protection given to the exist- 
ing population This reduction in police protection can 
be viewed as a cost to the community Average cost 
pricing for existing services assumes that the commun- 

ity wishes to maintain the current quality of services 

• The average cost per capita, of providing servicers 
may change as the community grows Some services 
such as solid v/aste disposal may exhibil economy of 



Size That is. as the community grows the average cost 
per capita to, provide the same quality serviqe will de- 
crease The per capita cost- of other-services— like law ^ 
enforcement— may increase as the community grows 
This may be the result of inefficiency as the commun- 
ity grows or it may be the result of changes m the 
quahty of services demanded Special units like nBr- 
Co\KS or fiomicide or special equipment {like radar) 
may be Sd'ded that benefit all but increase the cost of 
protecting each citizen 

These problems associated" with averaging the op- 
erating/maintenance costs serve to illustrate some of 
the difficulties m determining the cost of providing 
community services to new' residents They also illus- 
tr'ate the need for community officials who are most 
fatrjiliar with the provision of services to participate m 
the fiscal analysis These oHicials should be the ones 
who can best judge which costs will increase, which 
will remain the same and which will decrease. The 
primary benefit pf applying the average cost tp the 
incoming population is that (t is a simple method ihat 
, can be used by any €ommuns<^ to obtain a rough esti- 
mate of increased costs, • , * 

Twcv addittonaJ ootnts shou'd be made at^out operat- 
ng- maintenance costs First, per capita health costs 
may decrease— especially m rural communrties— as the 
population increases An increase m the use rate may 
brmg the hospital closer to the national standard of BO 
percent bed occupancy In addition, it may be easier to 
' recruit an<j hold medical professionals ^s the popula- 
tion increases 

Second, education costs, generally representing the 
largest single cost item m the community budget, are 
. closely tied to population size— or more specifically, 
student numbers Accurate cost information is often 
available either locally or at tl;i6 state level. > 

Capital costs. Estfmatmg the impact of incoming pop- ^ 
ulation on the Capacity of existing capital facilities— 
such as school buildings or sew'age treatment plants — 
f5oses many of the same problems as estimating the (m- 
p.act ©n operating/maintenance costs. Local oTficials 
^ must estimate the papacity of existing services, and 
^ then judge v/hich services v/ill reauir^ new capital 
investment 'Judgemen^t must also be used in determin- 
ing what portion of the new capital expenditure should 
be paid by the incoming population The total expan- ^ 
sion investment cost divided by the expected nurr^ber 
of new residents gives #the investment cost per new 
resident. 

Even a rough estimc^e of the capital cost of new 
facilities may often be difficult for local officials to ob- 
tain. Information is available from the^ Extension Serv- 
ice on tl^e average capital cosj of providing selected 
services based on the size of the gommunit^c- Consult- 
ants and Ideal public employees may also be able to 
provide estimates For example, the state superintend- 
ent of schools may ha^ve information on the required 
floor space-per student and' the ^average cost per 
square foot of Uoor spa^e Howeverj^ averages may se- 
verely underestimate actual conditions m any com- 
munity The bast procedure would be to review all the 
public services thaTwiM potentially require expansion'to 
accommodate the mcoming population In all erases, 
the process of examining each pubfiG service jo de- 
termine Its capacity m relation* to the size of the in- 
conilng .population will provide ' local ^officials with a 
better feeling for the impact of a re?/ development on 
public services ' 4. 



Table 2. Revenue sources potentially effected by cooimunity population growth. 
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Local 

real property tax 

personal property t^x 

permits 

fines 
. service fees 

user charges 

deveiopmefit fees 

hookup dharges 

prepayment of taxes 

negotiated impact pay- 
ments from development 
other ' 

State 

motor vehicle tax 
t hquor tax 

cigarette tax 

sales tax 

grants-in-aid 

severance tax 

otfier 

Federal 
revehue-sharing 
grants 

federal en-lieu payrftents 
special programs 
other 
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The Impact of Growth on Revenues 

Revenues that may be affected by growth depend on 
institutipnal arrangements in each community There- 
fore, |ust as with estimatf(5n of costs: a checklist should 
be developed of revetiues that are expected to change. 
Each type of revenue can be analyzed to assess 
whether it will ba generated by the incoming popula- 
tion oi; by the existing population. Table 2 presents a 
cheekhst of potential revenue sources, separated into 
categories by level of government, 

' Loca^ property taxes are likely to be the primary 
source of new revenue. These include taxes on new 
development (eg.^the plant and equipment if it. is an 
industry, or the new houses if it is a residential deveir 
opment), as well as taxe^ on any indirect or secondary 
development (housing and commercial) resulting from 
the ini4lal development Communities should-recognize, 
however, that new property tax revenue lags behind the 
need for expenditures. This is due to the fact that new 
'construction does not ga.on the tax roll immediately, 
and there is an additional lag in the receipt of the tax 
revenue after the new ^ievelopment is on the tax roll. 
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fT^ ^ 



change rn 
revenue 
(b x c) 



date revenue, v/ill be 
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Other revenue sou/ces include service charges for 
sewer and water hook-ups, as well as other fees. Com^^ 
munities have varying m^ethods of financing services- 
such as the extensiorv oj^sewer and water lines and 
roads and sidewalks— within a new subdivision. If the 
developer or home buyer, is required to pay the full 
cost of installing any of these services, then thfese 
item^ should not be considered ,costs to' the existin^l 
community. In fact, the stipulation, that new residents^ 
{or the developer) be required to pay for the installa- 
tion •of utilities and roads may be one method of miti- 
gating the impact of development on a-community. 
Careful attention should be paid, however, to any agree- 
ments b5tw6en the developer and the community with 
respect to operation and maintenance of the facilities . 
after the-development is completed. Will the new resi- 
dents be required to pay the fuU co^ of operating the 
sewage treatment plant over time, or will general funds . 
be relquired? 

If general funds must be used to operate and main- 
tain any developer-installed service,/then this repre- 
sents a continuing cost to existihgjresidents. This is 



especjaily impor'tant m the case of poor facility design 
or below-standard construction Community action is 
rsnportant to "insure ihat the developer'provides welt- 
desigr-ed facilfties t^at meet all cJrrent and expected 
^ local state, and fed^al requ;rem'ents 



Financing 

If the commtjriity .viff need to expand capital facilitfes. 
mslitutiopal arrangements rhay ag^\r\ ptlay an impor- 
tant -fole j-n deterrrrning the bene'iis and costs of 
grovvlh For-exampfe tv^o types of bonds are commonly 
used ?o finance capital improvements such, as ex- 
panded sewage treatment taciiittes or water systems 
If genej'al obligation bonds are used all members of 
tne comnjuH'ty — new and existing residenls-r-will -^ay 
for the ^facility because community tax revenue is ob- 
ligated for the capital improvement Alternatively spe- 
c.^ardiStr!Cts can be set up so^lh^t only revenue from 
the new resident'ai district pays the bond (revenue 
bonds) 

Information on the need ^or ?idditional capital facili- 
t es geV^rated by a development may assi?t the com- 
mun;ty m negotiating directly v/ith the new mdustry^^or 
deve'op^''*for specia' impact funds Payment of thesre 
^jnds can be>ad to issuance of any buildmgpermits — * 
an aadjtioVSimethod of assunng that the developer o\ 
source, of impact Dears the cost of provKjmg public 
services for the development ^ 

There are many different institutional arrangements 
between state government an0 local communities that 
affect revenue sources Some states levy special sev- 
erance taxes on*GOal mines and electrical generating 
plaats The revenue is -then shared by the impacted 
» area and the stafe Fof example. 'the state may b^ar - 
seme of the costs 6^ providing education contingent 
on the ability of tlie local community to bear those 
costs if a^ new development generates sufficient tax 
r'evenue, the local share of stat^ revenue for educa- 
tion may actually be reduced Revenue from stfete 
taxes such as sales inconTe.*cigarette, and motor ve- 
hicle taxes may, be share? with l«>cal communitiesT^ 
based ,on eitfVer' the cbmnYUnity s populatioTi or rev-' 
enue generated within the community In either case . 
the local •share of state, revenue may increase v/ith" 
communit/'growth ^ ^ 

' Finally, the community may benefit from -federal 
revenue-sharing funds, as well as other federal funds 
for specific services (such as education). T|hese sources 
will vary over time and depend on the nature of the 
development, as well as the ability of the community to- 
acquire funds. Often, the state tax office the regional 
council-of-governments (COG), or the Extension Serv- 
ice carv provide information on available, federal funds. 

-Once the community has considered all potential 
sources of revenue and all public services that v/ill re- 
quire increased* expenditures, effective planning for 
the impacts of growjh'can take place 



Summary 



Ther* are no set methods of assessing the costs and 
revenue^ associated wtlh communify growth 

Costs will vary widely depending on the initial size 
of the community, the capacity of existing serviced, the 
type of development, and available methods- of financ- 
ing public servipes. Revenues may also vary, depend- 
Q on the type of population moving the existing^ 
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local tax' structure, and institutional arrangements 
,availab'e to the community for funding capital im- 
provemenjs^ 

>-*The irunal fiscal impact assessment niust be carried 
^ut by local officials who are most familiar witeh' Exist- 
ing public services and revenue sources The elected 
officials may need help m asking the right questions — 
and knov/ing v/here to go fqr answers to the more diffi- 
cuft questions Possible sources include the Extension 
Service, CDG^ or T)r\>ja\e consultants. ' ^ 

Costs and^'benefits fall on different^ members of a 
com'munity. Benefits are often recogrxzed by -those ex- 
pec'iing to gam directly from grov/th — such as a devel- 
oper or "^n incoming tndustryArand are therefore 
generally well-documented Costs jon the other harxd, 
are difficult 4o quantify and are c^neraMy distributed 
over ^-greater number of individuals. For example, if 
an electKc genera^ng plant i% scheduled for construc- 
■ fion m or near *a community, one relevant que'stjon is. 
Will taxes' on the plant and fees and property taxes 
from thofnew residents be sufficient to* pay for required 
serviceJ~and,be available when needed'^ If not, exist- 
ing residents' might be required to bear th^ ►cost 
through increased taxes, . ^ 

• Careful investigation will pomt up potential costs — 
and the distnbution of Ihose costs — for both capita! 
expenditures and jncreased operating/maintenance 
costs associated with community growth. 
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